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1990-1991 


MAJOR APPLIANCES 


FOREWORD 

Iha rapidly changing global trade environment, the international competitiveness of Canadian industry 
is the key to growth and prosperity. Promoting improved performance by Canadian firms in the global 
marketplace is a central element of the mandates of Industry, Science and Technology Canada and 
International Trade Canada. This Industry Profile is one of a series of papers in which Industry, 
Science and Technology Canada assesses, in a summary form, the current competitiveness of 
Canada’s industrial sectors, taking into account technological, human resource and other critical 
factors. Industry, Science and Technology Canada and International Trade Canada assess the most 
recent changes in access to markets, including the implications of the Canada-U.S. Free Trade 
Agreement. Industry participants were consulted in the preparation of the profiles. 

Ensuring that Canada remains prosperous over the next decade and into the next century is 
a challenge that affects us all. These profiles are intended to be informative and to serve as a basis 
for discussion of industrial prospects, strategic directions and the need for new approaches. 
This 1990-1991 series represents an updating and revision of the series published in 1988-1989. 
The Government will continue to update the series on a regular basis. 


Michael H. Wilson 


Minister of Industry, Science and Technology 
and Minister for International Trade 


Introduction 

The overall Canadian electrical manufacturing sector . 
includes companies that produce industrial electrical equip- 
ment, electrical power generation products, electrical wire and 
cable products, batteries, major appliances, small appliances, 
lighting products and miscellaneous electrical products. Each 
industry differs markedly from the others in technologies, 
production techniques and markets. 

In 1991, shipments of electrical manufactured goods 
constituted 2.98 percent of total Canadian manufactured 
goods shipped and 2.02 percent of all manufactured goods 
exported. Shipments of electrical manufactured goods totalled 
$8 281.2 million, and the total Canadian market for these 
products was $10 867.8 million. Exports were valued at 
$2 139.8 million, and imports of $4 726.4 million satisfied 
43.5 percent of the Canadian electrical goods market. The 


manufacture of electrical goods in Canada provided employment 
for about 70 000 people. 

This profile deals only with major appliances. In addition, 
other profiles have been published on the following industries: 


e Flectrical Wire and Cable 
e Industrial Electrical Equipment 
© Power Generation Equipment 


e Small Portable Electrical Appliances 


Structure and Performance 


Structure 
The major appliance industry consists of manufacturers 
of washers, dryers, refrigerators, ranges, freezers, dishwashers, 
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Figure 1 — Shipments by Product Category 


humidifiers, dehumidifiers and kitchen waste compactors. 
Laundry equipment is by far the major item (33 percent of 
shipments), followed by refrigerators and cooking ranges 

(22 percent each), freezers (13 percent) and dishwashers 

(10 percent) (Figure 1). Manufacturers of similar products for 
the commercial/industrial market are not included in this pro- 
file, since such products are defined as industrial equipment 
by Statistics Canada. 

In 1991, the latest year for which estimated data are 
available, shipments by Canadian major appliance manufac- 
turers totalled $872.5 million, close to 88 percent of which 
($766.8 million) was destined for the domestic market. 

The Canadian market for major appliances is determined 
by two factors: the replacement of existing appliances, which 
represents about 80 percent of the market, and new housing 
completions, which account for the remaining 20 percent. 
This economic relationship has remained constant over the 
past 10 years. The replacement market is reasonably predictable 
because major appliances are designed and manufactured 
to last 15 to 20 years, providing a firm base upon which to 
project the total market. The part of the market governed by 
housing completions is less predictable because it depends 
on a number of economic factors. 

The major appliance industry uses traditional distribu- 
tion channels to deliver its products to market. The retail mar- 
ket — largely the replacement market — is served by chain 
and department stores and independent retailers, all of whom 
offer service as an important part of the marketing mix. Retail 
stores are supplied directly by the manufacturer. Builders of 


new homes are served by regional distributors and manufac- 

turers who specialize in large orders, with price being the key 
marketing determinant. They provide the large property owner 
or manager with replacement units when they become neces- 
sary. Retailers and chain and department stores have acquired 
over 80 percent of the domestic market, while the distributors 
have close to 20 percent. 

The Canadian major appliance industry consists of 
seven firms. Three firms manufacture a full or partial line of 
appliances; the other four firms are smaller and manufacture 
a specialized or select line of products. The three major firms 
are all subsidiaries of foreign appliance manufacturers, and 
together they dominate Canadian domestic shipments with a 
market share of 90 percent. These foreign-owned firms oper- 
ate five manufacturing plants in Canada — three in Quebec 
and two in Ontario. 

The four smaller Canadian-owned firms operate four 
separate plants — two in Ontario, and one each in British 
Columbia and New Brunswick, manufacturing products such 
as freezers, humidifiers, dehumidifiers, waste compactors 
for use in kitchens, specialty refrigerators, bar fridges and 
portable refrigerators and warmers. Together they control 
10 percent of the Canadian market. 

Direct employment in the industry has remained fairly 
Stable throughout most of the 1980s, averaging around 
10 000 from 1983 to 1988, and dropping off slightly in 1989. 

Canadian production facilities are restricted largely to 
forming, stamping and finishing metal for manufacturing 
appliances and assembly operations. Most major inputs into 
the manufacturing process — such as steel, electric motors 
and controls — are purchased from Canadian sources, 
although some components used to produce motors and con- 
trols are imported. Compressors for refrigeration are imported 
from a variety of foreign sources — particularly Singapore, 
Brazil, the United States and the Republic of Korea — because 
companies in these countries have sufficient financial and 
technical resources to provide a product that will meet new 
legislative requirements at a competitive cost. Imported com- 
ponents used in the industry constitute about 30 percent of 
all manufacturing inputs. 


Performance 

By 1991, the industry was performing below its peak level. 
As noted earlier, shipments were $872.5 million and highly 
oriented to the domestic market (Figure 2). Exports constituted 
12.1 percent of shipments ($105.7 million), which were sent 
mainly to the United States. Imports of major appliances that 
year, most of which were microwave ovens, large deluxe 
refrigerators that are not manufactured in Canada, and small 
(0.05 ms to 0.14 ms) refrigerators, totalled $567.8 million 
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Figure 2 — Imports, Exports and Domestic Shipments, 1991 


(over 42 percent of the Canadian market) and came largely 
from the United States (73 percent), Japan and elsewhere in 
Asia (19 percent). 

In 1991, the Canadian market for major appliances was 
$1 334.6 million. Following a long period of declining sales 
from 1973 to the end of the recession in 1982, the Canadian 
market grew at an annual average rate of 7.8 percent in real 
terms between 1983 and 1988, reaching $1 680.1 million 
in 1988. It then declined over the next three years to 
$1 271.1 million in constant 1988 dollars. 

The industry performed well in the 1980s, with a real 
annual average growth rate of 5.6 percent for shipments from 
1983 to 1988 (Figure 3) despite a drop in value shipped to 
$1 219.5 million in 1988 from the peak of $1 303.2 million 
(constant 1988 dollars) in 1986. The real growth rates in 
exports and imports during the same period were identical — 
16.1 percent — faster than growth of the Canadian market. 

The good performance of the industry since 1983, prior 
to the onset of the recent recession, can be attributed to 
investment in new plant and equipment; increases in efficiency, 
particularly energy efficiency; and improvements in product 
designs. From 1983 to 1988, an annual average of $33.5 mil- 
lion was invested in the industry, and the industry earned 
after-tax profits at a modest annual average rate of 4 percent. 

At the time of writing, the Canadian and U.S. economies 
were showing signs of recovering from a recessionary period. 
During the recent recession, companies in the industry gener- 
ally experienced reduced demand for their outputs, in addition 
to longer-term underlying pressures to adjust. In some cases, 
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Figure 3 — Total Shipments and Employment 


the cyclical pressures may have accelerated adjustments and 
restructuring. With the signs of recovery, though still uneven, 
the medium-term outlook will correspondingly improve. 

The overall impact on the industry will depend on the pace 

of the recovery. 


Strengths and Weaknesses 


Structural Factors 

The key competitive elements for manufacturers of major 
appliances are the cost of production, economies of scale, the 
degree of specialization, process automation, the parts supply 
infrastructure and access to market channels. 

Cost-of-production figures for the Canadian industry 
that would be comparable with U.S. data are not available. 
However, the industry indicates that Canadian unit costs 
are higher than those in the United States because of higher 
material costs and overhead costs. Despite higher wage rates, 
labour costs in Canada have improved. From 1982 to 1986, 
average output per employee rose with output but declined in 
1987 as real output fell, followed by a mild recovery to 1989. 

In the United States, 75 percent of the plants are single 
product line operations, whereas the majority of Canadian 
plants produce several product lines. As a result, Canadian 
plants are not able to exploit economies of scale as effectively. 
Canadian manufacturers that have been successful in exporting 
to the United States are those that specialize in single product 
lines, such as freezers. Major Canadian plants, although only 
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one-fifth the size of many U.S. plants, are efficient enough to 
achieve competitive economies of scale if they devote their 
facilities to either a few product lines or a single product line. 

Although the technology employed in Canadian products 
is on a par with that employed in U.S. products, the level of 
process automation in Canadian plants lags behind that in 
U.S. plants with respect to the application of robotics. The rel- 
atively small and diversified Canadian market and the barriers 
to entry into the larger U.S. market that exist for Canadian 
subsidiaries of U.S. parent companies have discouraged 
large-scale automation and robotic applications. 

Since most component sourcing is carried out within 
200 kilometres of U.S. plants, many U.S. manufacturers have 
instituted an inventory-reduction process based on the con- 
cept of just-in-time (JIT) delivery. In Canada, supply networks 
are more extended, particularly for higher value items such 
as compressors, which are generally imported; as a result, 
inventory costs of components are higher. 

The distribution system in the United States is more 
diversified than that in Canada. The major manufacturers — 
WCI, Whirlpool and GE — have their own distribution networks, 
sales outlets and brand labels. There are also a number of retail 
outlets that buy products directly from the manufacturers. 

Although Canadian subsidiaries have access to the mar- 
keting channels operated by their U.S. parent companies, this 
access was limited by the branch-parent relationship to the 
detriment of the smaller Canadian firms. Under the FTA, how- 
ever, north-south rationalization requires that greater use be 
made of these relationships, but the degree of rationalization 
is limited by the cost of transporting these bulky products. For 
example, Inglis is specializing in a few products and has been 
expanding its labour force. 

The Canadian industry has a number of strengths. Since 
1983, a Significant investment has been made in new plants 
and equipment, which, together with a consolidation of pro- 
duction facilities, resulted in major productivity gains when- 
ever the industry operated near or at capacity. Other strengths 
include active research and development (R&D) programs that 
focus on quality and energy efficiency, and design, which have 
resulted in products with a high level of customer acceptance. 


Trade-Related Factors 

Under the FTA, tariffs are being eliminated in 10 annual, 
equal steps. Rules of origin require that 50 percent of the direct 
manufacturing cost be incurred in Canada or the United States 
for exports to qualify for duty-free treatment. 

The 1991 tariffs on most major appliances imported into 
Canada ranged from zero for clothes dryers to 9.8 percent for 
certain types of dishwashers. The U.S. tariffs range from zero 
for electric stoves to 4.0 percent for electric dryers. European 


Community (EC) tariffs range from 3.8 to 5.1 percent, while 
the Japanese tariff is 2.2 percent. The Canadian tariff on 
products from the Republic of Korea is 8.0 percent. 

Both the United States and Canada require that major 
appliances meet domestic electrical and safety standards. 
Neither country faces insurmountable non-tariff barriers 
(NTBs), although the fusing requirements for ranges some- 
times pose a problem. At the time of writing, work is under 
way to harmonize standards between Canada and the United 
States on refrigerators, freezers, clothes washers and dryers, 
and kitchen appliances. The industry is anxious to have this 
process accelerated. Other NTBs, such as differing standards 
for labels, continue to be costly. These differ not only interna- 
tionally but also from state to state and province to province. 

Exports to Europe, on the other hand, are subject to 
NTBs such as complex safety-testing procedures and bureau- 
cratic approval processes. Similarly, the Japanese market is 
virtually closed because of protectionist policies and highly 
complex electrical standards. Because these requirements 
would necessitate virtually redesigning the product, in light of 
the size of the market, they are significant deterrents to exports. 


Technological Factors 

Canadian and U.S. product technologies are at the same 
level of sophistication. However, North American industries 
are somewhat behind European manufacturers in the applica- 
tion of more sophisticated electronic controls in major appli- 
ances such as electronic timers, thermostats, heat sensors, 
touch-sensor controls and microprocessor controls. As a 
result, North American manufacturers have not included 
European advances in the majority of their products. 

Over the past few years, the Canadian industry has 
invested considerable sums in improving the production 
processes of its plants. This effort has resulted in an increase 
in the efficiency of the industry when output approaches 
capability. These activities are generally intended to serve 
the Canadian marketplace; considerably more investment 
will be necessary before most Canada-based plants are able 
to compete successfully with U.S.-based firms in a North 
American marketplace. 

With regard to environmental issues associated with 
manufacturing major appliances, particularly refrigerators and 
freezers, the industry is ahead of the schedules prescribed by 
the Montreal protocol on substances that deplete the ozone 
layer. The industry’s goal is to eliminate chlorofluorocarbons 
(CFCs) from the most efficient refrigerants, while reducing 
energy consumption and increasing energy efficiency. In 
attempting to accomplish this, the industry is testing new 
refrigerants and developing high-efficiency motors. New major 
appliances with recyclable plastic components are being 
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designed to reduce noise and vibration, and to facilitate 
cost-efficient disassembly at the end of the product life cycle. 


Evolving Environment 


Recent amalgamations, greater specialization and 
economies of scale under the FTA, and improved technologies 
all contribute to the growth of the major appliance industry. 
Although this growth has been delayed somewhat by the 
recent recession, the industry continues to prepare for growth 
while taking into account environmental regulations. 

Parliament in 1992 passed legislation that facilitates the 
development and implementation of energy-saving regulations 
for several major appliances, to be enumerated under regula- 
tions. The regulations will require these appliances to meet 
energy-efficiency levels and labelling specifications if they 
are to be traded interprovincially or imported. Since these 
regulations are to be developed for and applied to dealers 
and householders as well as industrial users, they will affect 
product design, and may require final users to upgrade to 
more energy-efficient systems. 

Emerging environmental demands are also adding to 
the amount of money being spent on R&D, particularly in the 
areas of product design and the use of microprocessor controls. 
This R&D is expected to result in many changes to existing 
products. The trend toward improving process technology and 
management techniques, such as JIT delivery and zero defects, 
is expected to improve industry efficiency and productivity. 
The emergence of the new “smart house” concept (the totally 
automated house) will provide additional opportunities and 
challenges for aggressive, forward-thinking companies. 

The FTA is having a major impact on the industry, giving 
rise to. an expanded market for Canadian manufacturers. In 
order for the Canadian industry to be competitive on a North 
American scale, this new market opportunity is requiring con- 
siderable investment in both capital equipment and improved 
process technology. It is expected that the outcome will be 
a review of the range of products currently being produced 
resulting in greater specialization and, probably, more product 
mandates for exports. 

On 12 August 1992, Canada, Mexico and the United 
States completed the negotiation of a North American Free 
Trade Agreement (NAFTA). The Agreement, when ratified by 
each country, will come into force on 1 January 1994. The 
NAFTA will phase out tariffs on virtually all Canadian exports 
to Mexico over 10 years, with a small number being eliminated 
over 15 years. The NAFTA will also eliminate most Mexican 
import licensing requirements and open up major government 
procurement opportunities in Mexico. It will also streamline 


Customs procedures, and make them more certain and less 
subject to unilateral interpretation. Further, it will liberalize 
Mexico's investment policies, thus providing opportunities 
for Canadian investors. 

Additional clauses in the NAFTA will liberalize trade in a 
number of areas including land transportation and other ser- 
vice sectors. The NAFTA is the first trade agreement to contain 
provisions for the protection of intellectual property rights. The 
NAFTA also clarifies North American content rules and obliges 
U.S. and Canadian energy regulators to avoid disruption of 
contractual arrangements. It improves the dispute settlement 
mechanisms contained in the FTA and reduces the scope for 
using standards as barriers to trade. The NAFTA extends 
Canada’s duty drawback provisions for two years, beyond the 
elimination provided for in the FTA, to 1996 and then replaces 
duty drawback with a permanent duty refund system. 


Competitiveness Assessment 


The long-term viability of these firms will depend 
on their ability to adapt to increased global trade and to 
enhance exports through greater specialization, cost cutting, 
and improved productivity. The smaller, more specialized, 
Canadian-owned firms, however, compete quite successfully 
in North American niche markets such as laundry equipment. 
The FTA has accelerated industry rationalization on a 
North American basis and is making it internationally compet- 
itive. As duties decline in 10 annual, equal steps, the industry 
is expected to continue to be progressively more efficient 
and competitive. 


For further information concerning the subject matter 
contained in this profile, contact 


Consumer Products Branch 

Industry, Science and Technology Canada 
Attention: Major Appliances 

235 Queen Street 

OTTAWA, Ontario 

K1A OH5 

Tel.: (613) 954-3108 

Fax: (613) 941-3107 
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PRINCIPAL STATISTICS? 


1983 1984 1985 1986 1987 1988 1989 1990 1991 


Firmsb 8 8 8 8 8 8 7 ri N/A 


Employment nae 10719 9880 9371 9476 10427 9944 9802 N/A N/A 
Shipments 
(¢ millions) 9244 9209 10935 12561 12569 12195 12611 11098! 87251 
(constant 1988 $ millions) 9999 9697 11281 13032 12708 12195 12171 10570 8309 
" GDP° (constant 1986 $ millions) 378.2 3617 4405 5306 4191 3489 3318 26541 N/A 
Investmenté ($ millions) 247 36.7 35.4 33.3 40.0 Sirhan MENA N/A N/A 
Profits after tax® 
($ millions) 50.9 38.5 36.2 50.6 51.2 N/A N/A N/A N/A 
(% of income) 5 42 ae 40 41 N/A N/A N/A N/A 


4For employment and shipments, see Electrical and Electronic Products Industries, Statistics Canada Catalogue No. 43-250, annual 
(SIC 3321, major appliance industry [electric and non-electric). 


bISTC estimates. 

See Gross Domestic Product by Industry, Statistics Canada Catalogue No. 15-001, monthly. 

dSee Capital and Repair Expenditures, Manufacturing Subindustries, Intentions, Statistics Canada Catalogue No. 61-214, annual. Data are for capital investment only. 
®See Corporation Financial Statistics, Statistics Canada Catalogue No. 61-207, annual. 

{See Monthly Survey of Manufacturing, Statistics Canada Catalogue No. 31-001, monthly. 

N/A: not available 


TRADE STATISTICS | | 


1983 1984 1985 1986 1987 1988° 1989° 1990° 1991 


Exports@ 

($ millions) 66.1 67.5 70.0 109.5 130.5 134.5 109.4 145:2 105.7 

(constant 1988 $ millions) TAS eal (22 113.6 131.9 134.5 105.6 110.6 100.6 
Domestic shipments 

($ millions) 858.3 853.4 1023.5 1 146.6 1126.4 1 085.0 taOaLy, 994.6 766.8 

(constant 1988 $ millions) 928.4 898.6 1 055.9 1 189.6 1 138.9 1 085.0 Tits 946.4 730.3 
Importsb 

($ millions) 241.2 293.1 347.1 434.4 438.4 595.1 557.9 528.6 567.8 

(constant 1988 $ millions) 260.9 308.6 358.1 450.7 443.3 595.1 538.4 504.0 540.8 
Canadian market 

($ millions) 1099.5 1146.5 1 370.6 1581.0 1 564.8 1 680.1 1 709.6 To2o2 1 334.6 

(constant 1988 $ millions) 1 189.3 1 207.2 1 414.0 1 640.3 1 582.2 1 680.1 1 649.9 1 450.4 1271.4 
Exports (% of shipments) ee fas 6.4 8.7 10.4 me) 8.7 10.4 12.1 
Imports (% of Canadian market) 21.9 25.6 200 2hS 28.0 35.4 32.6 34.7 42.5 


4See Exports by Commodity, Statistics Canada Catalogue No. 65-004, monthly. 
bSee Imports by Commodity, Statistics Canada Catalogue No. 65-007, monthly. 


lt is important to note that data for 1988 and after are based on the Harmonized Commodity Description and Coding System (HS). Prior to 1988, the shipments, 
exports and imports data were classified using the Industrial Commodity Classification (ICC), the Export Commodity Classification (XCC) and the Canadian 
International Trade Classification (CITC), respectively. Although the data are shown as a continuous historical series, users are reminded that HS and previous 
Classifications are not fully compatible. Therefore, changes in the levels for 1988 and after reflect not only changes in shipment, export and import trends, but 
also changes in the classification systems. It is impossible to assess with any degree of precision the respective contribution of each of these two factors to 
the total reported changes in these levels. 


To Ss eg ae 


1983 1984 1985 1986 1987 19885 1989) 19906 1991b 


United States 61 60 56 52 60 58 62 68 73 
uae Community is 3 2 2 7 a 3 3 | 4 - 4 7 © Al 
Asia 33 3/ 39 44 _ 34 : 34 a 31 25 = 19 
Other 3 1 3 2 3 | iy ; 3 - 3 Te 


See Imports by Commodity, Statistics Canada Catalogue No. 65-007, monthly. 


bAlthough the data are shown as a continuous historical series, users are reminded that HS and previous classifications are not fully compatible. 
Therefore, changes in the levels for 1988 and after reflect not only changes in import trends, but also changes in the classification systems. 


1983 1984 1985 1986 1987 19885 1989» 19905 19915 


United States 68 fa 74 82 83 74 76 85 84 
European Community 8 3 4 4 3 5 4 ; 5 5 
Asia 1 2 1 2 4 if 9 2 ; 2 
Other 23 24 21 12 10 12 11 : 8 9 


aSee Exports by Commodity, Statistics Canada Catalogue No. 65-004, monthly. 


bAlthough the data are shown as a continuous historical series, users are reminded that HS and previous classifications are not fully compatible. 
Therefore, changes in the levels for 1988 and after reflect not only changes in export trends, but also changes in the classification systems. 


Atlantic Quebec Ontario Prairies British Columbia 
Establishments (% of total) N/A 33 60 N/A 4 
Employment (% of total) N/A N/A 69 N/A N/A 
Shipments (% of total) N/A N/A 67 N/A N/A 


4See Manufacturing Industries of Canada, National and Provincial Areas, Statistics Canada Catalogue No. 31-203, annual. 
N/A: not available 
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MAJOR FIRMS 
Name Country of Location of 
ownership major plants 
Camco Inc. 50.5%, United States Montreal, Quebec 
49.5%, Canada Hamilton, Ontario 
Frigidaire Canada Sweden L’Assomption, Quebec 


(Division of WCI Canada Inc.) 


Inglis Limited United States Montmagny, Quebec 
Cambridge, Ontario 


W.C. Wood Company Limited Canada Guelph, Ontario 


INDUSTRY ASSOCIATIONS 


Canadian Appliances Manufacturers Association (CAMA) 
Suite 500, 10 Carlson Court 

REXDALE, Ontario 

MSW 6L2 

Tel.: (416) 674-7410 

Fax: (416) 674-7412 


Electrical and Electronic Manufacturers Association 
of Canada (EEMAC) 

Suite 500, 10 Carlson Court 

REXDALE, Ontario 

MOW 6L2 

Tel.: (416) 674-7410 

Fax: (416) 674-7412 


Printed on paper containing recycled fibres. & 
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